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INDIA — KEY ECONOMIC INDICATORS 


All values in U.S.$ million wless Exchange rate: U.S.$1.00=Rs.8.20. 
otherwise indicated. Indian fiscal 
year is April 1 to March 31. 
Estimated Percent 
1977-78 1978-79 1979-80 
A B : 


) 108.71 116.72 130.70 
GNP at Constant (1970-71) Prices ($ billion) 63.71 66.39 64.40 
Per Capita GNP, Current Prices ($) 172.83 182.10 199.90 
Industrial Production Index (1970=100) 139.6 150.2 150.0 
Agricultural Production Index 133.4 138.0 125.6 

(1967/68-69/70=100) 

Labor Force (million) 265 270 275 
Number of Persons Registered at 11.35 13.41 15.4 


Employment Exchanges (million) 


MONEY AND PRICES 

Money Supply with Public 22,418 26,610 29,478 

Prime Lending Rate (State Bank of 14-13 13 13-16.5¥ 
India) (percent) 

Wholesale Price Index (1970-71=100) 185.8 185.7 216.2 

Consumer Price Index (1960=100) 324 331 359.5 


BALANCE OF PAYMENTS AND TRADE 
Reserves, Net 5,350 6,980 7,150 


’ 
External Debt 12,534 12,870 13,700 
Annual Debt i 939 1,064 1,010 
Overall 2,364 1,630 170 
Balance of Trade -757 ~1,324 -2,600 . 


Indian , FOB 6,591 6,982 7,500 7 
U.S. 781 980 1,038 5 
Indian , CIF 7,348 8,306 10,100 1. 
U.S. Share 779 948 1,160 2 


s 
POW DOU > 


Major imports from U.S. (1979): machinery and transport equipment, 373; chemicals, 
282; oils and fats, 167. Major exports to U.S. (1979): precious and semi 

stones and pearls, 195; textile articles, 177; wearing apparel and accessories, 
160; coffee and tea 80. 


a/ Increased from 13 percent to 16.5 percent effective September 13, 1979. 
B/ Current and Capital Accounts Balance. 
c/ Calendar year figures (1977, 1978, 1979). 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, U.S. Department of Commerce, World Bank. 





SUMMARY 


Hit by severe drought which resulted in an 8 to 10 
percent decline in agricultural production and with 
its industrial production growth rate slowing to zero, 
the Indian economy recorded roughly a three percent 
decline in GNP for 1979-80. Widespread shortages of 
essential commodities and critical industrial inputs 
combined with general dislocation and breakdowns in 
power and transport were major factors contributing 
to the overall decline in performance of the economy. 


Although the newly elected national government led by 
Indira Gandhi has declared that it will act vigorously 
to restore momentum to the economy, it has so far taken 
only modest steps to deal with symptoms not causes of 
India's economic troubles. They have cracked down on 


hoarders, forced speedup of rail transport and taken measures to 
improve functioning of the public distribution system 


for essential commodities. Economic policy has other- 
wise been put in a holding pattern while the new 


government concentrates on upcoming elections in nine 
states to consolidate its national power base. Major 
economic policies will be announced when a regular 
budget is presented in June after the state elections 
have been held. Preliminary indications, however, 
lead us to believe the new government will focus on 
infrastructure, especially power, job creation and 
agriculture. 


Inflationary pressures continued throughout 1979-80 
with an average increase of 16.4 percent in wholesale 
prices over the previous fiscal year. The fiscal 
positions of the central and state governments 
deteriorated during 1979-80. The central government 
deficit almost doubled to $3.3 billion compared to 

a previously anticipated deficit of $1.7 billion. The 
1980-81 interim budget presented in March projects 

a deficit of $1.5 billion. In an effort to curb the 
inflationary trend, the Reserve Bank of India (RBI) 
has pursued a restrictive credit policy since 
September 1979. Notwithstanding credit curbs, 
however, commercial bank loans increased by 20.6 
percent in 1979-80. However, in a surprise move on 
April 15, the GOI nationalized six more private 
sector banks extending its control from 85 to about 
91 percent of total bank deposits. 





Under pressure from a probable record trade deficit 

of $2.6 billion and despite a 30 percent increase 

in invisible transfers India's foreign exchange 

reserves began to level off during 1979-80, reversing 
their steady growth in previous years. The trade 
deficit is expected to increase further to about 

$4 billion during 1980-81 as the result of international 
crude oil price increases in 1979 and anticipated 
sizeable imports of edible oils, fertilizer and cement. 


Indo-U.S. trade continues to grow steadily. U.S. exports 
to India in CY 1979 rose by 22.4 percent to $1.16 billion 
while imports from India increased by only 6 percent 

to $1.04 billion resulting in a trade balance of $122 
million favoring the United States compared to an 
imbalance of $32 million against the United States in 

CY 1978. Although the new government's policy on indus- 
trial licensing and fiscal incentives to promote domestic 
production cannot be confidently predicted at this time, 
we believe that the modest trend towards liberalization 
in this area over the last 18 months will continue with 
the result that prospects for U.S. exports, particularly 
in the areas of communications, railroad, mining, 
petroleum exploration, petro-chemical and capital goods, 
could significantly improve. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Agriculture 


Severe drought brought on by failure of the 1979 summer 
monsoon reduced agricultural production by about 8 to 

10 percent. This in turn has caused India's GNP to 

fall approximately three percent during 1979-80. Food- 
grain production is now estimated to be about 115 million 
metric tons (MT), down from a record high of 131.37 
million MT in 1978-79. According to GOI officials, 
however, good winter rains have improved prospects for 
the spring crop, and foodgrain production might be as 
much as 118 million tons, which would still be the 
fourth highest annual production on record in recent 
years. Although foodgrain production in India continues 
to be contingent on weather conditions, the increasing 
use of irrigation and other modern inputs such as 
fertilizer has significantly reduced the influence of 
weather on foodgrain production. 





The sugarcane crop was hurt badly by the monsoon 
failure which caused sugar production to drop sharply 
by 19 percent to 3.3 million MT during the current 
season, October 1, 1979 to March 15, 1980. Due to the 
resultant domestic shortage, it is uncertain whether 
India will export sugar under the International Sugar 
Agreement during 1980. 


Oilseeds, jute and tea were among the other crops 
which registered a decline in production. The cotton 
crop proved to be a welcome exception with production 
estimated by government sources at 7.9 million bales, 
approximately the same as in 1978-79. 


Foodgrain stocks totaled 15.5 million MT as of March 
1, 1980, declining from 17.6 million MT as of January 
1, 1980. As a result of the drought, rice procurement ° 
was only 4 million MT compared to 6.2 million MT in 
1978-79. The drought also resulted in a somewhat 
larger release of wheat from Food Corporation of India 
stocks. Allocation of foodgrains to the Food for 
Work Program also rose by 1 million MT to 2.7 million 
MT. Actual utilization was 1.74 million MT. The GOI 
is considering expansion of this program to cover the 
entire rural population as part of a social security 
system. 


The GOI anticipates that wheat procurement will be 
7.5 to 8 million MT during the 1980-81 marketing 
year, almost the same as in 1979-80. 


Because the agricultural sector contributes over 

40 percent of India's GNP and employs over 70 percent 
of the nation's workforce, the GOI has assigned high 
priority to its development. Particular emphasis is 
likely to continue on expanding the area under culti- 
vation of high yielding varieties, increasing the 

area under irrigation and expanding use of other 

modern inputs such as fertilizer. Because of domestic 
shortages, special attention will be given to production 
of oilseeds, pulses and cotton. India's long-term 
strategy is to double the gross irrigated area from 
45.31 million hectares in 1977-78 to 92.13 million 
hectares in 1992-93 which will roughly work out to 81 
percent of the maximum potential irrigated area based 
on presently known reserves of surface and ground water. 
Production targets for 1980-81 are: foodgrains - 135 
million MT; oilseeds - 11 million MT; sugarcane - 





180 million MT; cotton - 8.2 million bales (170 kilos 
each); and jute and mesta - 8.3 million bales (180 
kilos each). Performance of the 1980 summer monsoon 
will, of course, have a significant bearing on 
achievement of these production targets. 


Industry 


In 1979-80, for the first time in recent years, India's 
industrial production growth rate was zero, compared 

to a 7.6 percent increase in 1978-79. Power shortages, 

a thin, overburdened infrastructure, labor unrest and 
shortages of essential industrial inputs were the chief 
causes of stagnation, with iron and steel, cement, 

paper, sugar and cotton textiles industries being 

hardest hit. Procrastination and indecision on the 

part of the Indian bureaucracy had delayed implementation 
of large scale projects in both the private and public 
sectors and were contributing factors to poor performance 
in the industrial area. Marginal improvements in 
production were reported by the leather, footwear, rubber 
and machine tool industries. The GOI has begun 


limited steps to eliminate production bottlenecks, 
particularly in the power sector. It is also taking 
steps to speed up railway transport. 


Despite a marginal increase in power generation of about 
1 percent to 104.3 billion kwh, severe power shortages 
were prevalent throughout the country during 1979-80. 
Power production as a result fell 16.8 percent below 
estimated demand in 1979-80, compared to a 9.9 percent 
shortfall the previous year. Industrial states in the 
Eastern and Western regions accounted for 55 percent of 
the 20 billion kwh shortfall. The Northern region and 
the Southern region accounted for 25 percent and 20 
percent of the shortfall, respectively. Irregular 
deliveries of coal, chiefly attributed to a shortage 
of railway freight cars, and poor quality coal, 
seriously disrupted the operation of thermal power 
stations.Besides the coal supply problem, thermal stations 
face both operational and equipment problems. The 
latter has led to demands for import of equipment for 
power stations. Failure of the monsoon in 1979 also 
resulted in a negative growth rate in hydro-electric 
power generation compared to a 24 percent increase 
during 1978-79. Although the GOI has given top 
priority to the movement of coal to thermal plants, 





coal production will probably not improve sufficiently 
and transportation problems will continue to restrain 
coal supplies so that power shortages are likely to 
persist atleast through 1980-81 if not longer. 


Financial troubles have also helped to depress indus- 
trial production in recent years. The number of 
so-called "sick" (uneconomic) units increased from 

325 having a total debt of $1.2 billion in June 1978 

to 344 with a total debt of $1.3 billion in March 

1979. Textile and engineering industry units accounted 
for over 50 percent of the outstanding debt. There 

are indications that if the number of sick units 
continues to grow, the government might take over their 
operation and eventually nationalize them. 


At the same time, the Indian press continues to decry 
poor performance of public sector industries. The 
net loss of public sector corporations amounted to 

$39 million in 1978-79 and is likely to be higher in 
1979-80. Investment in public sector corporations as 
of March 31, 1979 was $19 billion, of which steel and 
coal alone accounted for 28 percent. The GOI has set 
up a committee to review performance of public sector 
undertakings with a view to improving their performance. 
Inadequacy of returns from public sector investment 

has been a major drag on resource planning and the 
shortfall in internal generation of resources has 
impeded industrial expansion and new investment not 
only in the public but in the private sector as well. 
Despite these problems the public sector will continue 
to have a commanding role in efforts to promote India's 
industrial development. 


Labor problems, too were a significant contributing 

factor depressing India's industrial output. Approximately 
40 million man days were lost in 1979 compared to 28.34 
million man days last year. The jute and cotton textile 
industries, Calcutta port, and engineering industries 

were most seriously affected. Increased labor unrest 

was largely due to the rapid rise in cost of living. 

Trade and industry sources, however, believe that with 

the advent of the new government under Mrs. Gandhi the 
prospect for industrial peace in 1980-81 will improve. 





Fiscal and Monetary Trends 


Inflation reemerged in India during 1979-80 after a 
four year period of relative price stability. The 
rising price trend which was triggered in March 1979 
by imposition of taxes on a wide range of consumer pro- 
ducts in the 1979-80 budget continued throughout the 
year with a break in November 1979. The driving 

force of the inflationary trend, however, was not 
monetary or fiscal policy, but rather a breakdown in 
the supply side of the economy that grew worse as 

the year progressed with failure of the summer monsoon 
and increasing stagnation of industrial production. 
Continued escalation of international crude oil prices 
reinforced pressure on prices. Major products spear- 
heading the price rise included sugar, edible oil, 
chemicals and petroleum products. The result was an 
increase in average wholesale prices of 16.4 percent 
in 1979-80 compared to a 0.01 percent decline the 
previous year. The wholesale price index as of March 
29, 1980, however, stood at 229.1 (1970-71=100), up 
19.9 percent over the corresponding period in 1979. 


Notwithstanding GOI measures, either planned or in 
progress, to stabilize prices by strengthening the 

public distribution system for essential consumer 

goods, import of scarce commodities such as cement 

and edible oils, and strict enforcement of the Essential 
Commodities Act to prevent hoarding, an expected increase 
in retail petroleum product prices combined with a 
probable large budget deficit will likely sustain the 
inflationary trend through 1980-81. 


The fiscal position of the union and state governments 
deteriorated markedly in 1979-80. The GOI's budget 
deficit doubled to about $3.3 billion compared to $1.7 
billion originally projected for 1979-80. Food and 
fertilizer subsidy increases, stepped up defense spending, 
and declining revenues, particularly from corporate and 
excise taxes resulting from poor performance of the 
economy, were major contributors to the increased deficit. 
The actual size of the deficit, however, will not be 
known until the regular budget for 1980-81 is presented 
in June. The interim budget approved in March carried 
over taxation levels from the previous year and projected 
a deficit of $1.5 billion. 





The money supply expanded at a much slower rate in 
1979-80: it increased 10.8 percent compared to an 
average annual increase of over 18 percent in the 
preceding three years. The State Bank of India in 
September 1979 increased its prime lending rate by 

3 percentage points to 16.5 percent. Effective rates 
of bank loans consequently now vary between 15 to 

18 percent per year. Interest rates on term deposits 
of varying maturities were increased in October 1979 

by up to l percentage point. Although the business 
community complains that these credit restrictions 

are restraining investment, continuing high profit 
levels seem to have mitigated their impact and invest- 
ment in key sectors has not been seriously affected. 
Commercial bank credit to industry during 1979-80, 
including credit for food procurement, amounted to 
$26.2 billion, up 20.6 percent compared to a 19.6 percent 
increase the year before. Growth in bank deposits on 
the other hand decelerated to 17.3 percent in 1979-80 
from 21.6 percent in the previous year. However, in a 
surprise move on April 15 the GOI nationalized six more 
private sector banks increasing its control from 85 
percent to 91 percent of total bank deposits. The 

GOI claims that this will enable it to allocate more 
funds to priority sectors. This action has no bearing on 
foreign banks. Further developments on credit policy 
await presentation of the regular budget in June. 


Planning 


With the installation of Mrs. Gandhi's government in 
January, both the process and content of planning will 

be altered to attempt to identify objectives with her 
twenty-point program and address the most pressing needs 
of the malfunctioning Indian economy. The Planning 
Commission was dissolved shortly after the new government 
came to power and the GOI has decided to terminate the 
1978-83 plan as well as the "rolling plan" concept 
introduced by the Janata Government. A new Planning 
Commission has recently been formed and is revising the 
earlier 1978-83 draft plan to a new time frame of 1980-85 
calling for an annual growth rate of 5 to 5.5 percent. 
(The 1978-83 draft plan assumed an annual growth rate of 
4.7 percent.) The new draft is expected to be released 
by year end for discussion and approval by the National 
Development Council early next year. However, the full 





GOI budget expected in June is likely tobroadly 
reflect policies that will be more fully elaborated 

in the draft plan document. The new plan, according 

to press reports based on official briefings, is likely 
to stress the role of self reliance which,in turn will 
call for greater utilization of existing industrial 
capacity. Subsidies, which have risen substantially in 
recent years, are to be phased out gradually. In an 
attempt to contain inflation, internal trade in scarce 
commodities is to be reorganized to reduce price 
fluctuations. It is expected to give priority to 
development of agriculture, power, transport and job 
creation. 


The annual plan for 1980-81, recently approved by the 
Planning Commission, calls for a total expenditure of 
$16.5 billion, up 1l percent over the previous year. 
Sectoral expenditures are likely to be announced in the 
regular budget to be presented in June. The GOI will 
overhaul the Food for Work Program with a view to making 
it a more potent instrument of employment generation. 
Other sectors likely to be given priority during this 
year include coal, petroleum, electric generation, ports, 
irrigation and flood control. The coal production 
target for 1980-81 is 114 million MT compared to 104 
million MT in the previous year. Industrial development 
during 1980-81 will emphasize optimum utilization of 
industrial capacity focusing particularly on removal 

of production constraints, most especially energy. 
Statements by Mrs. Gandhi and other officials indicate 
that the GOI may restore emphasis on expanding medium 
and heavy industry. We think the annual industrial 
growth rate target of 10 percent mentioned in these 
statements is unrealistic (the average over the last 
decade was just over 4 percent and we do not see relief 
from critical input shortages over the near term). 
However, they seem to signal a definite emphasis on 
increased industrial development. 


Balance of Payments 


India's foreign trade deficit for the first ten months 
of 1979-80 was $1.95 billion with exports at $5.95 
billion and imports at $7.90 billion. The 1978-79 trade 
deficit was $1.3 billion. Growth of India's exports 
peaked at 29 percent in 1974-75 and has decelerated 





from that point to what is expected to be a 7.4 percent 
increase in 1979-80 with total exports estimated at 

$7.5 billion. The indifferent performance of Indian 
export industries during 1979-80 was a direct outgrowth 
of stagnant industrial production, decreased agricultural 
production, domestic shortages of essential commodities, 
labor unrest at ports and a weak infrastructure as well 
as de-emphasis on export by the previous governments. 


Imports on the other hand are expected to exceed $10 
billion. Petroleum products continue to be the most 
significant item in India's import bill, accounting for 
about 45 percent of imports (or about 60 percent of 
total exports). This surge results from increased 
imports of steel, nonferrous metals, cement, edible 
oils, chemicals and petroleum products, all in the face 
of rising prices abroad. India's trade deficit is, as 
a result, expected to reach a record $2.6 billion in 
1979-80. 


Although the GOI is undertaking steps to increase 
exports and has given a high priority to export 
stimulation, shortages of power, transport bottlenecks, 
labor unrest at ports and growing demand for various 
commodities in the domestic market will probably 
continue to depress exports. Nevertheless, the 1980-81 
import policy announced on April 15 continues the modest 
liberalization trend initiated by the previous Janata 
government. Highlights of the policy include: (a) duty 
free imports of stainless sheet or strips (non-magnetic), 
brass scrap and zinc to manufacturer-exporters for the 
first time against imports replenishment licenses; (b) 
expansion of the list of capital goods import under 
"Open General License"; (c) import of six new 

items, including color photographic film and paper 

and copper and lead scrap for stock and sale; and (d) 
authorization to Indian agents of foreign machinery/ 
instrument manufacturers to import spare parts for 
stock and sale. Pushed by rapid increases in inter- 
national petroleum prices in 1979 and the likelihood 

of a further increase this year, the cost of imports 

is expected to rise sharply. India's entire export 
earnings, projected in 1980-81 at around $8.5 billion 
may be spent on three major import items: crude and 
refined petroleum, fertilizers and edible oils. The 
petroleum import bill alone is expected to exceed 





$6 billion, about 50 percent of total expected imports 
of $12.5 billion, or roughly 70 percent of exports. 
India's trade deficit may as a result reach $4 billion 
this year, the highest on record. 


For the first time in recent years, the estimated foreign 
exchange component of India's international reserves 
declined from $6,421 million at end March 1979 to an 
estimated $6,300 million at the end of March 1980. This 
contrasts with a 21 percent increase in 1978-79. The 
decrease in the foreign exchange component of reserves 
has taken place despite an expanding flow during 1979-80 
of non-export receipts (invisible transfers) which are 
expected to increase by more than 30 percent to a total 
of about $3.7 billion. India's total foreign exchange 
reserves, excluding gold, are nevertheless estimated to 
have increased to somewhere between $7.0 and $7.3 billion 
at the end of March 1980 compared to $6,980 million in the 
corresponding period of the previous year. This increase 
is in part attributable to the allocation of the second 
installment of 119 million SDRs by the IMF. Although 
India's reserves (equivalent to about 8 to 9 months of 
imports) are at a comfortable level, they could be 
substantially erodeq by the widening trade deficit this 
year. In an effort to alleviate pressures on reserves 

the GOI is considering various incentives such as increased 
interest rates to encourage the flow of remittances from 
Indian residents abroad. (The rate now offered is 10 
percent on five year deposits.) India may also seek 
special assistance from the IMF's trust fund in the event 
that the balance of payments situation begins to deteriorate. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


India's total trade with the U.S. reached $2.2 billion in 
1979 and was roughly in balance with a modest trade 

surplus of $122 million for the U.S. compared to a deficit 
of $32 million the previous year. India's major exports 

to the United States continue to be cotton and jute 
textiles, gems and jewelry, shrimp, cashews and engineering 
products. 


U.S. exports to India included sophisticated machine tools, 
heavy earthmoving equipment, petroleum exploration equipment, 
fertilizers and edible oils. Prospects for increasing 

U.S. exports of fertilizers, edible oils, port equipment, 
communications equipment, oil and gas exploration equipment, 
mining equipment, sophisticated electronic products and 





aircraft appear promising. The country's airlines 
are planning an ambitious development program to 
expand their fleets at an investment of approximately 
$3 billion over the next 5-7 years. Present fleets 
in operation consist mostly of Boeing aircraft. Air 
India plans to acquire nine Boeing 747s and six 
medium range B4 type Airbuses. Similarly, Indian 
Airlines will add 14 new Airbuses or planes of similar 
capacity and 16 more Boeing 737s. Observers in the 
business community believe that the GOI will relax 
industrial licensing policies thereby allowing 
increased imports of capital goods. This, combined 
with continuing flows from the Aid India Consortium 
and still comfortable foreign exchange levels will 
sustain a favorable climate for US exports over the 
near term notwithstanding the growing trade gap. 


Investment 


U.S. direct investment is just over $300 million with 
little short term prospect that the level will increase. 
GOI foreign investment policy continues to be highly 
selective with a view to acquiring high technology not 


available in India and expanding exports. There are 
indications, however, that the new government may be 
revising its policy on foreign investment possibly in 
the direction of improving foreign investment prospects 
in export-oriented industries as well as for marketing 
and joint ventures in third countries. U.S. firms might 
provide high technology and financial assistance in 

such joint ventures while taking advantage of the lower 
cost of skilled labor in India. 


* U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/273 
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